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SUMMARY 


A federation of seven sheikhdoms, the United Arab Emirates cele- 
brated its 10th anniversary as a sovereign state December 2, 1981. 
As it enters a second decade, it is far stronger economically and 
politically than most observers at independence had felt would 

be possible. With oil and gas revenues of some $20 billion and 

a national economy of approximately $27 billion, the UAE can 

boast one of the highest levels of per capita income in the world 
($23,893). The revenues of the country are admittedly dispropor- 
tionately large in Abu Dhabi and Dubai, the two major oil producers, 
but through the instruments of the federal government, wealth has 
been transferred to the lesser emirates in the form of infrastruc- 
tural development, education, health care and direct payments. 


Reflecting the growth of oil revenues and the increasing impor- 
tance of the central government, the federal budget grew in both 
1980 and 1981. However, as the result of downward pressure on 
prices and production in the world oil market, anticipated revenues 
for 1982 have fallen. Officials project smaller federal outlays 
and, even so, the federal budget will be in deficit for the first 
time in a number of years. Nevertheless, this appears to create no 
serious threat to the health of the economy, which might benefit 
from a time of slower growth and consolidation. 


Significantly, the UAE has entered a period of increased emphasis 
on national participation in every aspect of the economy. Com- 
mercial law has been written to require that foreign firms operat- 
ing in the country have a direct relationship with an agent or 
sponsor of national origin. The law has the effect not only of 
linking nationals to all facets of business in the country, but 
also of denying to non-national residents the privilege of serving 
as agents. In addition, there are draft laws currently under 
consideration which would regulate the insurance industry and set 
equity criteria for other companies. Both laws are reported to 
weigh heavily in favor of indigenous interests. Similarly, in 

the banking sector, there has been movement to limit the penetra- 
tion of foreign banks into the commercial market. Whether this 
will lead in time to greater equity participation by nationals in 
foreign banks operating locally remains to be determined. 


Commercial prospects for American firms in the UAE remain good, 
particularly in the provision of oil field equipment and services. 
American engineering and consulting firms, building on their tech- 
nological expertise, are also quite competitive in bidding for 
project design and management. Undoubtedly, the decline in oil 





revenues and the decrease in federal government spending will slow 
commercial activity somewhat. Nevertheless, the UAE should con- 
tinue to be one of the United States' major markets in the 

Middle East. 


POLITICAL AND ECONOMIC FACTORS 
A Viable Federation 


On October 28, 1e Supreme Council of Rulers decided to 
extend the provisional constitution of the United Arab Emirates 
for another 5 heir action was ratified by the Federal 
National Assembly 1d the extension came into effect December 

2, 1981, 10 years after the birth of the federation. Concurrent 
with the renewal of 1e@ provisional constitution, the Supreme 
Council unanimously reelected Sheikh Zayid of Abu Dhabi and Sheikh 
Rashid of Dubai as president and prime minister, respectively. 


Through its action, the Supreme Council clearly expressed its 


y 
approval of the evolutionary process by which the federation has 


developed and grown. 


As the federation has matured, the role of the central government 
has become more important. Its budget has expanded and its distri- 
bution of services and provision of infrastructural advantages 
has broad 1 ver most of the population of the country. 
In 1981, federal budget was 26,232 million dirhams 
, up from 15,972 million dirhams ($4,340 million) 
80 million dirhams ($2,653 million) in 1979. The 
budget in 1981 was 2,556 million dirhams 
than a quarter of which was devoted to the 
>lopment of educational and health care facilities. Signifi- 


ly, over 57 percent of total project money was allocated for 
five smaller northern-most emirates, while approximately 97 
percent of the federal funding was drawn form Abu Dhabi and Dubai, 


the two major oil producing emirates. 


Traditionally, Abu Dhabi has provided well above 90 percent of 
the federal revenues; it still contributes generously. However, 
as the result of discussions between Sheikh Zayid and Sheikh 
Rashid in March 1980, both Abu Dhabi and Dubai are now committed 
to contribute up to half of their petroleum revenues, thus in- 
creasing Dubai's share in funding federal activities. As other 
emirates develop income producing resources, it is expected that 
they, too, will increase their contributions to the federal 
effort. 





National Emphasis 


With increased national spirit have come further efforts to ensure 
that citizens of the UAE play a greater role in the economy. 

During 1981, the new Central Bank issued a ruling to restrict the 
number of branches foreign banks may have in the UAE to eight 
apiece, thus encouraging local banks to take a greater share of 

the local market. The Council of Ministers also agreed on a law 
which would require every foreign company operating in the UAE to 
have a local partner, sponsor, or agent, in an effort, again, to 
ensure that citizens benefit directly from commercial activity as- 
sociated with development. In addition, a new company law is under 
discussion which would require that all commercial and industrial 
establishments be owned in the main by citizens of the UAE. To 
facilitate the development of locally-owned industry, private banks 
and the government have established jointly a new industrial bank, 
capitalized at 500 million dirhams ($136 million). Though not all 
of the laws under discussion have been finally approved, there is 

a clear trend toward greater equity participation by local citizens 
in all economic ventures, 


Petroleum Resources 


With vast petroleum and gas reserves and continued exploration 
efforts, the UAE can be assured of significant earnings of 

foreign exchange for years to come. Nevertheless, the country's 
leadership, particularly in Abu Dhabi, have elected to emphasize 
the discovery and development of resources as opposed to the expan- 
sion of present production. In fact, Abu Dhabi's production has 
declined from approximately 1.24 million barrels per day in January 
1981, to 1.06 million barrels per day in December 1981, to below 

1 million barrels per day in April 1982. 


Dubai's production has remained fairly constant at around 360,000 
barrels a day, while Sharjah's daily production has remained at 
about 9,000 barrels. However, as the result of discovery of petro- 
leum in the on-shore Sajaa field, Sharjah's production is expected 
to rise by 25,000-30,000 barrels per day over the next 2 years. 


Petroleum and gas revenues for the United Arab Emirates in 1981 
amounted to approximately $20 billion, about the same level estab- 
lished in 1980. The increased revenues from gas exports and the 
rise in Abu Dhabi's price for crude oil at the beginning of 1981 
were offset by substantial reductions in Abu Dhabi's crude exports, 
a year-end drop in Abu Dhabi oil prices, and significantly lower 





prices obtained by Dubai for its oil in the second half of the year. 
The fact that oil revenues did not rise in 1981 poses no threat to 
the country, however, as the UAE has for the past 3 years run a 
substantial balance of payments surplus. 


Production and Investment Policy 


According to UAE Minister of Petroleum Mana Sa'id al-Otaiba, Abu 
Dhabi plans to expand its oil production capacity to 3 million 
barrels per day by 1985. However, it is under no compulsion to 
produce at that level. UAE planners must decide whether petroleum 
left in the ground is of more value to future generations than the 
downstream earnings of domestic or foreign investment. There are 
other considerations as well, including, inter alia, the world's 
need for oil, safety and utility of overseas investment and the 
social impact of domestic investment. It is particularly this lat- 
ter point which has concerned UAE planners. Outnumbered approxi- 
mately four to one, UAE citizens must consider the social conse- 
quences of continued industrial expansion if such development would 
further increase the presence of foreign technicians and workers. 
Within the past 2 years, UAE authorities have sought to control 

the flow of foreign labor into the country and, with the writing 

of a 5-year development plan (1981-1985), have hoped to influence 
the direction of development toward capital intensive technology. 
Unfortunately, as of April 1982, the development plan has not been 
released for publication, giving rise to speculation that agreement 
on general goals is far easier to attain than concurrence on the 
specific methods of development to be applied throughout the feder- 
ation. 


Undoubtedly, the pace of economic development will be strongly 
influenced by the changing nature of the world oil market. As 

the result of a major surplus of petroleum in international markets 
during the latter months of 1981 and the first two quarters of 1982, 
there has been significant downward pressure on petroleum prices. 
The Organization of Petroleum Exporting Countries (OPEC) has en- 
couraged its major foreign exchange surplus states to reduce pro- 
duction to uphold prices and to give greater market opportunity to 
member states in need of foreign exchange. In the Gulf, Saudi 
Arabia, Qatar, and the UAE reportedly have been slated to reduce 
their production significantly. Such reductions, of course, could 
lead to curtailed development expenditures as well. 





This Year's Budget 


Significantly, the Federal Government has chosen in 1982 to re- 
duce its budget by 3,672 million dirhams ($1 billion) to a total 
of 22,560 million dirhams ($6,147 million). Even so, the federal 
budget will be in deficit of 2,284 million dirhams ($622 million) 
as anticipated revenues for the year are 20,276 million dirhams 
($5,525 million) only. The decrease in federal revenues undoubt- 
edly reflects a drop in expected 1982 petroleum earnings in both 
Abu Dhabi and Dubai. It may also indicate a political decision on 
the part of contributing emirates to force a reduction in expendi- 
ture and a more measured pace of development. In any event, the 
reduction in expenditure can be expected to contribute to a healthy 
decline in the inflation rate, while the short-term deficit will 
pose no threat to the long-term finances of the federation. 


THE BUSINESS ENVIRONMENT 


Development of a Petroleum Industrial Complex 


On March 10, 1982, Abu Dhabi Ruler Sheikh Zayid bin Sultan al- 
Nahayyan dedicated the new Ruwais petroleum industrial complex. 

A multi-billion dollar venture, the complex includes a petroleum 
refinery with production capacity of 120,000 barrels per day, a gas 
liquefaction plant capable of processing 4.766 million tons per year 
and an ammonia/urea fertilizer plant. In addition, plans are on the 
boards for the construction of a hydrocracking unit to utilize 

up to 27,000 barrels per day of heavy crudes. Long-range plans, 
though temporarily shelved, call for the expansion of the Ruwais 
refinery to 280,000 barrels per day capacity. Whether this expan- 
sion occurs will, of course, depend on future demand for refined 
products on the world market. Concurrent with the construction of 
the Ruwais refinery, Abu Dhabi decided to expand the refining 
facilities at Umm al-Nar, increasing its capacity from 15,000 bar- 
rels per day to 75,000 barrels per day by mid-1983. With the 
completion of the first phase of the Ruwais refinery in late 1981, 
the UAE became self-sufficient in refined fuels and, with the expan- 
sion of Umm al-Nar, should remain so, 


In a sense, the dedication of the Ruwais facilities marked an impor- 
tant point in Abu Dhabi's economic history for it celebrated the 
creation of a downstream petroleum industry, the increased utili- 
zation of gas resources, and the achievement of self-sufficiency 
in refined products. Of equal importance, the government of Abu 





Dhabi announced in the same month the promotion of a number of young 
nationals to positions of major responsibility in the Abu Dhabi 
National Oil Company (ADNOC). Their promotions underscored the 
long-range goals of the government to maximize the degree of control 
nationals may exercise over the economic resources of the UAE, 


Northern Trade and Industrial Development 


While Dubai and Sharjah both produce petroleum, the emphasis in 
these northern emirates in on trade and the development of industry. 
In Ras al-Khaimah and Fujairah, the agricultural sector is more 
important. The major industrial showpiece of the north is Dubai's 
Jebel Ali complex, which comprises a modern 66 berth port facility, 
a gas gathering plant (DUGAS), and an impressive, technologically 
advanced aluminum smelter, operated by the Dubai Aluminum Company 
(DUBAL). In addition, plans are on the boards for a large solar 
evaporation project near DUBAL which can produce useful salts from 
effluents associated with DUBAL'sS massive desalinization facility. 


The aluminum plant itself is capable of producing some 135,000 
tons of aluminum per year, utilizing alumina from Australia and 
meeting part of its fuel needs with gas from Dubai's off-shore 
Fateh fields. As the gas presently available from Fateh is not 
sufficient for full production, there has been speculation that 
Dubai might turn to Abu Dhabi or Sharjah where proven gas reserves 


exist. It is, of course, possible that in its continued program 

of exploration and development, Dubai will uncover its own gas 
resources sufficient to drive the entire plant, including a proposed 
fourth potline. Should this occur and DUBAL succeed in finding $200 
million financing for plant expansion, DUBAL would, in the future, 


be capable of producing some 200,000 tons of aluminum per year. 
Banking 


fhe thrust for national control has been evident in finance, as well 
in industrial and petroleum development. In July 1981, the 

>ntral Bank decided to limit to eight the number of branches toreign 
banks could operate in the UAE. Foreign banks were given 2 years to com- 
ply with the order which, in time, should result in the closure of 
some 89 branch offices belonging to nine foreign banks. That the 
government has been concerned with the massive foreign banking 
presence is perhaps understandable; approximately 28 of 49 commer- 
cial banks operating in the UAE are foreign. Whether the decision 
to limit foreign banking branches presages more far-reaching 
action to place majority share of all banks in local hands is a 


subject of debate. 
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Thus far, the Central Bank has stated no intention of doing so, 
and foreign banks continue to offer a wide range of technical, 
investment, and commercial services. However, as banks move 

to meet the local capital and reserve requirements, there may be 
some pressure for them to accept a greater measure of equity par- 
ticipation from UAE cash surplus investors. 


The Central Bank is, of course, interested in the health of the 
total banking system, including both foreign and indigenous banks. 
In numerous public comments over the past year, Central Bank offi- 
cials have expressed concern that some local banks are under-capi- 
talized and risk being overextended. Besides suggesting possible 
mergers with healthier banks, Central Bank authorities have en- 
couraged small banks to improve their lending to deposit ratios 

and to pay more attention to the guality of their loans. Further, 
the Central Bank has placed increasing emphasis on the development 
of its Banking Supervision Department, tasked with seeing that perti- 
nent regulations are effectively implemented in the banking sector. 
Under the circumstances, it seems probable that growing pressure 

on smaller local banks and new regulations limiting the operation 
of foreign banks will converge to hasten the merger of some foreign 
and domestic banking interests. 


Commercial Regulations 


It is in the commercial sector that the drive for national control 
has been most keenly felt. From a free, almost exuberant economy, 
officials are trying to construct a regulated economy with a heavy 
emphasis on citizen ownership and participation. Many critics of 
past commercial practices welcome the spate of new laws; others feel 
that the new regulations will tend to thwart growth, hamper effi- 
ciency, and discourage competition. Perhaps the most controver- 
sial law is the recently promulgated UAE Commercial Agencies Law 
No. 18 of 1981. On a federal level, it requires that any foreign 
company which would market services or products in the UAE must 
have one or more commercial agents in the country, each enjoying 
exclusive marketing rights for the product in designated areas. 

A foreign manufacturer, therefore, may select one agent for the en- 
tire federation or may choose one agent for each emirate or any 
combination thereof as long as the right of exclusive representa- 
tion is respected in each geographical area. 


In the past, foreign companies utilizing agents in the UAE have 
enjoyed a wide range of choice between trading companies organized 
and owned by nationals and companies belonging to foreigners 
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Of all of the emirates, only Abu Dhabi required 
retain a local agent. The new federal law 
companies operating in the UAE will 
and that such agents will be 100 
registered with the Ministry of Economy 
latter provision requiring 100 percent 
agency which has given rise to controversy, 
lucrative agency business many long-term 
origin, 


Agencies Law also makes it most 
to switch agencies. According to 
the agency contract unle 


ation thereof, 
definite period. "Foreign 
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market performance of the vari- 


an agency agreement with an 
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consider establishing a joint ven- 
regulations, 
snjoy definite competiti advantages, includ- 
requirements, a 10 percent bid margi and a 
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indications are that they will place considerable 
is on the utility or necessity of majority ownership by local 
S. Foreign companies intending to open offices in the UAE 


‘ 
should first study the provisions in the new "company law," expected 
to be promulgated in 1982. 





Commercial Projects 


As noted earlier, the federal government has for the first time in 

3 years decreased the size of the national budget. Undoubtedly, 
this will produce a slight deceleration in the economy. More criti- 
cal is the anticipated downturn in petroleum revenues for the year, 
which could measurably alter current commercial and economic pat- 
terns. Nevertheless, it would appear that a market will continue 

to exist for petroleum equipment and services, power generation 
equipment, and water desalinization units. To a lesser extent, the 
UAE will continue to generate demand for furniture, air condition- 
ing, office equipment, building materials, telecommunications equip- 
ment, and construction machinery. 


The list of UAE projects currently under construction or in planning 
stages is staggering. Most projects involve significant amounts 

of construction, and many call for the services of numerous sub- 
contractors working under the direction of a prime contractor and an 
engineering consulting firm. For large contracts in the UAE, it 

is customary for engineering consulting firms to oversee project 
design and execution. In the field of consulting, American com- 
panies have been particularly competitive, bringing technical and 
managerial talent to bear on projects where hands-on construction 
costs by an American ccntractor would be relatively high. Ameri- 
can expertise has been noteworthy in petroleum engineering, 
transportation analysis and road design. Through effective project 
management and product sales, the United States can be expected 

to maintain its important share of the UAE market. 





A YEAR’S WORTH 


WORLDWIDE 
BUSINESS 
OPPORTUNITIES .. . 
FREE! 


Here's a calendar of U.S. trade promotion events to be 
held abroad during the upcoming months. It's yours free 
for the asking. You'll find out about exhibitions, trade 
missions, and seminars featuring specific U.S. products 
and services, where they're being held, and whom to 
contact for more information. Whether your products are 
agricultural machinery or textiles manufacturing 
equipment, energy systems or computers, we've got an 
exhibition custom tailored to your export needs—and 
designed to introduce your products to ready and eager 
buyers overseas. 


Send for your free copy of the Overseas Export 
Promotion Calendar today. Your world markets are 
waiting. 
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MAIL TO: 


U.S. DEPARTMENT OF COMMERCE 
International Trade Administration 
Office of Export Marketing Assistance 
Export Communications Section, Rm. 4009 
Washington, DC 20230 


Yes! Please send me my free copy of the Overseas Export Promotion Calendar. 


Name 
Company 
Address 


City 





